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PREFACE 


Over  the  past  decade,  the  finances  of  the  Government 
of  Ontario  have  undergone  substantial  growth  and  change. 

The  Government's  fiscal  presence  in  the  economy  has  increased 
and  changing  priorities  have  brought  about  shifts  in  the 
composition  of  revenues  and  expenditures.  In  addition,  the 
Government  has  allocated  a  signficant  portion  of  its  growing 
revenues  for  capital  investment. 

This  paper  provides  an  overview  of  a  decade  of 
Ontario  finances.  It  presents  background  information  on 
fiscal  federalism  in  Canada  as  well  as  a  comparison  of  revenue 
sharing  in  Canada  and  the  United  States.  The  paper  is 
necessarily  brief,  but  I  believe  that  it  will  provide  useful 
and  interesting  information  to  supplement  the  more  detailed 
material  available  in  the  Government's  prospectus,  annual 
budget  and  financial  report. 

The  structure  and  performance  of  the  Ontario  economy 
is  described  in  a  companion  document  titled  "The  Ontario  Economy 
Strength  and  Diversity" . 


The  Honourable  John  White, 
Treasurer  of  Ontario  and 
Minister  of  Economics  and 
Intergovernmental  Affairs 


June,  1973 


: 
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SUMMARY 


Provincial  governments  receive  40  per  cent  of 
total  government  revenues  in  Canada,  compared  to 
the  approximately  24  per  cent  of  revenues  going 
to  state  governments  in  the  United  States.  The 
provinces  rely  on  fast  growth  income  taxes  for  a 

sizable  share  of  their  revenue  yield,  whereas 
income  taxes  are  less  utilized  by  state  governments. 

Ontario's  budgetary  deficits  of  recent  years  have 
been  associated  with  the  cost  of  pursuing  expansionary 
fiscal  policies.  The  economy  is  experiencing 
vigorous  growth  and  fiscal  policy  is  now  in  a 
neutral  stance. 

Changing  priorities  have  brought  about  a  shift  in 
the  composition  of  expenditures  and  the  rate  of 
increase  in  expenditures  has  decelerated  markedly 
over  the  past  three  years.  The  level  of  loans  and 
advances  has  declined,  providing  additional  financing 
breathing  space  for  the  Province. 

Despite  large  cash  deficits  since  1971-72,  the 
Province's  investment  in  physical  assets  has  sub¬ 
stantially  exceeded  its  net  cash  requirements.  And, 
after  accounting  for  the  cost  of  expansionary  fiscal 
policies,  the  difference  is  even  more  marked. 


v 


The  Government's  philosophy  with  respect  to 
utilization  of  the  public  bond  market  is  simple: 
Except  when  economic  conditions  dictate  other¬ 
wise,  the  Government  will  minimize  its  use  of  the 
bond  market  to  make  room  for  Ontario  Hydro  and 
the  municipalities.  This  has  been  amply  demonstrated 
over  the  past  decade. 
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OVERVIEW  OF  ONTARIO  FINANCES 


Fiscal  Federalism  in  Canada  and  the  United  States 

Federalism  in  Canada  is  characterized  by  a  high  degree 
of  decentralization.  Revenue  sharing  in  the  Canadian  federal 
system  is  more  advanced  than  in  the  United  States.  While 
Canada  and  the  United  States  face  a  common  problem  of  fiscal 
imbalance  in  their  federal  systems,  two  differences  are  notable. 

First,  Canada's  urban  problems  are  less  serious  because 
the  sharing  of  fiscal  resources  between  the  provinces  and  muni¬ 
cipalities  is  generous  and  because  Canada  has  developed  more 


TABLE  1 


SHARING  OF  GOVERNMENT  REVENUES 
UNITED  STATES  AND  CANADA 
_ FISCAL  1970-71  ^1 2) _ 

(Percentage  Distribution) 


United  States  Canada 
%  % 


Federal 

51 

41  < 

State  (Provincial 

24 

40  ( 

Local 

25 

19 

Total 

100% 

100% 

Source:  U.S.  Department  of  Commerce,  Governmental 

Finances  in  1970-71,  and  Statistics  Canada, 
National  Income  and  Expenditure  Accounts. 

(1)  Including  intergovernmental  transfers. 

(2)  Including  Canada  and  Quebec  Pension  Plans. 


- 
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extensive  regional  government  systems.  State  and  local  govern¬ 
ments  in  the  United  States  accounted  for  49  per  cent  of  total 
government  revenues  in  1970-71.  In  Canada,  the  comparative 
provincial-local  share  was  59  per  cent. 

Second,  Canada's  provincial  governments,  unlike  certain 
state  governments  in  the  United  States,  have  a  history  of  under¬ 
taking  high  revenue  efforts.  Thus,  the  provincial  share  of 


TABLE  2 


MAJOR  TAX  FIELD  OCCUPANCY 
UNITED  STATES  AND  CANADA 
FISCAL  1970-71 

(Percentage  Distribution) 


Personal 

Corporation 

Property 

Income 

Income 

Sales 

Tax 

Tax 

Tax 

Tax 

% 

% 

% 

% 

United  States 

Federal 

— 

88 

89 

— 

State 

3 

10 

11 

87 

Local 

97 

2 

— 

13 

Total 

100% 

100% 

100% 

100% 

Canada 

Federal 

— 

72 

77 

56 

Provincial 

— 

28 

23 

44 

Local 

100 

— 

— 

— 

Total 

100% 

100% 

100% 

100% 

Source:  U.S.  Department  of  Commerce,  Governmental  Finances  in 

1970-71 ,  and  Statistics  Canada,  Provincial  and  Municipal 
Finances ,  1971. 
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total  government  revenues  in  1970-71  amounted  to  40  per  cent 
compared  with  the  24  per  cent  share  of  revenues  going  to  state 
governments.  Significantly,  the  provinces  rely  on  fast  growth 
income  taxes  for  a  sizable  share  of  their  revenue  yield  where¬ 
as  income  taxes  are  much  less  utilized  by  the  states.  The 
provinces,  for  example,  command  about  25  per  cent  of  the  revenue 
from  the  personal  and  corporate  income  taxes  in  Canada  compared 
with  the  approximately  10  per  cent  share  which  goes  to  state 
governments  in  the  United  States. 

Ontario  in  a  Federal  Perspective 

The  fiscal  situation  of  the  Government  of  Ontario  is, 
of  course,  shaped  within  the  tri-level  Canadian  system  of  govern¬ 
ment.  This  system  broadly  determines  the  responsibilities  of 
each  level  of  government  and  their  financial  capacity.  In 
relative  terms,  Ontario  is  as  politically  and  economically  im¬ 
portant  in  Confederation  as  a  super  state  embracing  California, 
Michigan,  New  Jersey,  New  York,  Ohio  and  Pennsylvania  would 
be  in  the  American  Union. 

Among  the  responsibilities  of  the  Province  are  the  fields 
of  health,  education,  welfare  and  transportation  and  communica¬ 
tions,  which  account  for  more  than  three-quarters  of  budgetary 
expenditures.  The  Province  is  also  responsible  for  the  estab¬ 
lishment  of  a  viable  financial  base  for  municipalities  within 
a  modern  system  of  regional  and  local  government,  as  well  as 


. 
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reform  of  the  provincial-municipal  tax  system.  Since  1970, 
provincial  transfers  to  local  governments  and  agencies  in 
Ontario  have  increased  from  42  per  cent  of  total  local  govern¬ 
ment  revenues  to  49  per  cent  in  1973,  and  currently  account 
for  about  32  per  cent  of  Ontario's  total  revenues. 

Within  the  Canadian  federal  system  the  federal  govern¬ 
ment  is  a  partner  in  the  financing  of  many  provincial  socio¬ 
economic  programs.  In  Ontario,  conditional  payments  from  the 
federal  government  under  various  shared-cost  arrangements 
account  for  $1.3  billion,  or  almost  one-fifth  of  the  Province's 
revenues . 


TABLE  3 


ONTARIO ' S 

BUDGETARY  REVENUE  AND  EXPENDITURE 

1973/74 
Million  % 


Revenue 


Federal  payments 
Own  source 


1,291  19 

5,511  81 


Total 

Expenditure 

Municipal  payments 
Provincial  activities 


6,802  100 


2,195  30 

5,074  70 


Total 


7,269  100 


Source:  Ontario  Treasury. 
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The  Size  of  the  Provincial  Sector 

Over  the  ten-year  period,  budgetary  revenues  and  expen¬ 
ditures  have  both  grown  at  an  average  annual  growth  rate  of 
16.4  per  cent.  The  Gross  Provincial  Product  (GPP)  on  the  other 
hand  has  grown  at  an  annual  rate  of  about  10  per  cent.  On  a 
national  accounts  budget  basis,  the  Government's  share  of  GPP 
has  increased  from  8  per  cent  in  1964  to  15  per  cent  in  1973. 
When  Provincial  transfers  to  local  governments  and  agencies  are 
netted  out,  the  percentages  decline  to  6  and  11  per  cent  re¬ 
spectively.  Consequently,  part  of  the  increase  in  the  Govern¬ 
ment's  share  of  GPP  reflects  increasing  payments  to  lower  levels 
of  government. 


TABLE  4 


GOVERNMENT  OF  ONTARIO 
SHARE  OF  GROSS  PROVINCIAL  PRODUCT 

($  Billions) 


(a)  GPP  in  current  dollars 

(b)  Expenditures  -  National 

Accounts  Basis 

(c)  Ontario's  Expenditures 

as  a  per  cent  of  GPP 


1964  1973  Estimate 

20.0  47.1 

1.7  7.1 

8.4%  15.2% 


Source:  Ontario  Treasury. 
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Since  1972,  when  expenditures  on  a  national  accounts 
basis  increased  by  8.7  per  cent  and  the  economy  grew  by  10.8 
per  cent,  the  growth  of  the  Ontario  Government  sector  in  the 
economy  has  stabilized.  In  1973,  national  accounts  expendi¬ 
tures  are  forecast  to  grow  at  the  same  rate  as  GPP  thus  ensuring 
containment  of  the  growth  of  the  Government  sector. 

Revenues 

Prior  to  the  increase  in  the  retail  sales  tax  from  5  to 
7  per  cent  in  the  1973  Budget,  Ontario's  revenue  structure  had 
remained  remarkably  stable  in  recent  years  despite  numerous 


TABLE  5 

PERCENTAGE  DISTRIBUTION 
OF 

ONTARIO  REVENUES 


1967-68 

% 


Tax  Revenues: 

Personal  Income  Tax  19 

Corporate  Taxes  11 

Retail  Sales  Tax  15 

Health  Premiums  6 

Other  28. 

Sub-total  79 

Interest  on  Investments  3 

Payments  from  federal 

government  18 


TOTAL  REVENUE  100 


1970-71 

1972-73 

1973-74 

% 

% 

% 

20 

20 

19 

8 

8 

9 

13 

15 

19 

12 

8 

7 

23 

23 

21 

76 

74 

75 

5 

5 

6 

19 

21 

19 

100 

100 

100 

Source:  Ontario  Treasury. 

Note:  The  1970-71  fiscal  year  was  the  first  full  year  of 

operation  of  Ontario's  medicare  plan. 
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federal  and  provincial  actions.  The  three  major  tax  sources 
-  the  personal  income  tax,  retail  sales  tax  and  corporate 
taxes  -  accounted  for  45  per  cent  of  revenues  in  1967-68  and 
43  per  cent  in  1972-73.  This  year's  hike  in  the  retail  sales 
tax  has  boosted  the  relative  importance  of  revenues  from  this 
tax  to  roughly  the  same  level  as  the  personal  income  tax  and 
payments  from  the  federal  government. 

The  Budgetary  Account 

Prior  to  fiscal  1970-71  the  budgetary  account  experi¬ 
enced  only  moderate  surpluses  or  deficits  despite  rapid  growth 
in  spending.  Since  1970-71,  the  budgetary  account  has  been  in 
substantial  deficit,  increasing  from  $136  million  in  1970-71 
to  $625  million  in  1971-72  before  declining  to  $436  million  in 
1972-73.  The  original  budget  deficit  forecast  for  1973-74  was 
below  last  year's  level,  but  subsequent  withdrawal  of  a  pro¬ 
posed  tax  on  energy  has  reduced  the  revenue  forecast  by  $65 
million.  Thus,  this  year's  budgetary  deficit  is  now  estimated 
at  $467  million,  which  is  moderately  above  that  for  1972-73. 

Cyclical  and  trend  factors  account  for  the  substantial 
deficits  since  1970-71.  The  economic  slowdown  in  1970  and  1971 
resulted  in  an  automatic  weakening  in  revenue  growth  and  a 
widening  in  the  deficit.  For  example,  it  is  estimated  that  if 
the  economy  had  been  operating  at  capacity  in  1971,  revenues 
would  have  been  about  $200  million  higher.  Second,  in  1971  the 


.i  *■  i  «  *  ■  '  ■'■'■m] 
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STATEMENT  OF  OPERATIONAL  CASH  REQUIREMENTS 
1963-64  to  1973-74 
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Government  implemented  an  expansionary  fiscal  policy  by  cutting 
personal  income  taxes,  introducing  a  corporation  investment 
tax  credit  and  engaging  in  a  large  winter  employment  project. 
The  cost  of  these  discretionary  policy  actions  further  widened 
the  deficits  in  1971-72  and  1972-73. 


The  trend  factors  relate  to  the  rapid  growth  in  the  size 


of  the  Government  sector  in  the  economy  previously  described. 
In  anticipation  of  slower  growth  in  revenues  without  further 
tax  increases,  and  with  a  desire  to  stabilize  the  size  of  the 
public  sector,  the  Government  committed  itself  in  1971  to  a 
program  of  expenditure  restraint.  The  restraint  program  was 
balanced,  however,  against  the  need  to  pursue  an  expansionary 
fiscal  policy.  In  1972,  the  economy  strengthened  considerably 
and  the  forecast  for  the  current  year  calls  for  an  even  faster 


TABLE  7 


RATES  OF  GROWTH  IN 
BUDGETARY  REVENUES  AND  EXPENDITURES 
 1965-66  to  1973-74 


(Average  Annual  Rate  of  Growth) 


1965-66 

to 

1970-71 

% 


1970-71 

to 

1973-74 

% 


1971-72 

to 

1973-74 

% 


Revenues 

Expenditures 


21.0 

21.6 


10.2 

11.7 


12.2 

9.8 


Source:  Ontario  Treasury. 
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pace  of  activity.  As  a  result,  the  Government's  fiscal  policy 
has  shifted  to  a  neutral  position  and  expenditure  restraint 
has  become  even  more  effective.  Thus,  over  the  1971-72  to 
1973-74  period,  the  rate  of  increase  in  expenditures  is  pro¬ 
jected  to  be  below  that  of  revenues,  and  the  lowest  in  the 
decade . 

The  Non-budgetary  Account 

The  non-budgetary  account  consists  of  loans  and  advances 
pension  funds,  deposit,  trust  and  reserve  accounts.  Loans  and 
advances  -  which  represent  about  90  per  cent  of  total  non- 
budgetary  disbursements  -  represent  investments  by  the  Govern¬ 
ment  in  physical  assets.  The  key  feature  of  this  account  over 
the  past  ten  years  has  been  the  rapid  growth  in  loans  and  ad¬ 
vances  to  finance  investment  in  major  priority  areas  such  as 
education  and  housing. 

The  changing  composition  of  loans  and  advances  dramat¬ 
ically  illustrates  the  Government's  changing  priorities. 

Between  1966-67  and  1970-71  about  two-thirds  of  the  total 
amount  of  loans  and  advances  went  to  the  Universities  and  Educa 
tion  Capital  Aid  Corporations  to  finance  capital  construction 
in  education.  By  the  current  fiscal  year,  however,  this  allo¬ 
cation  had  dropped  to  25  per  cent.  By  contrast,  investment 
in  housing,  urban  development  and  environment,  which  accounted 
for  less  than  10  per  cent  of  loans  and  advances  in  1966-67, 
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have  increased  to  54  per  cent  of  the  total  in  the  1973-74  fore¬ 
cast. 


TABLE  8 

LOANS  AND  ADVANCES 
FOR 

CAPITAL  INVESTMENTS 


1970-71 

1973-74 

Budget  Forecast 

($  million) 

% 

($  million)  % 

Housing  and  Urban 
Development 

94 

15 

270* * 

41 

Education 

376 

61 

164 

25 

Environment 

53 

9 

82 

13 

Municipal  Development 
Projects 

12 

2 

72 

11 

Industrial  Development 

14 

2 

36 

5 

Hospital  Construction 

30 

5 

27 

4 

Nuclear  Power  Station 

24 

4 

— 

— 

Other 

13 

2 

4 

1 

TOTAL 

616 

100 

655 

100 

Source:  Ontario  Treasury. 

*  Including  $144  million  re  the  North  Pickering  Project. 


Significantly,  the  level  of  loans  and  advances  declined 
to  $586  million  in  1972-73  from  $635  million  in  1971-72.  And 
in  1973-74,  after  excluding  a  special  suspense  account  item  of 
$144  million  for  the  North  Pickering  Community  Development, 
the  level  declines  again  to  $510  million.  This  levelling  off 
in  loans  and  advances  after  the  investment  surge  of  the  latter 
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1960's  provides  financial  breathing  space  for  the  Province. 

In  the  case  of  North  Pickering,  the  Government's  costs  could 
be  substantially  less  than  the  amount  indicated  if  a  satis¬ 
factory  agreement  can  be  reached  with  the  federal  Central  Mort¬ 
gage  and  Housing  Corporation  for  participation  in  the  project. 

Capital  Spending  and  Financing 

Loans  and  advances  for  investment  in  physical  assets 
make  up  about  one-half  of  the  Government's  investment  expendi¬ 
ture.  The  balance  represents  budgetary  capital  expenditures 
which  are  concentrated  largely  in  transportation.  Capital  ex¬ 
penditures  in  total  account  for  a  significant  portion  of  total 
government  spending.  For  example,  of  the  $8  billion  total 
budgetary  and  non-budgetary  spending  in  1973-74,  $1.3  billion 
or  16  per  cent  represents  capital  investment.  Of  the  $1.3 


TABLE  9 


CASH  REQUIREMENTS 
AND 

CAPITAL  INVESTMENT 
1971-72  to  1973-74 

($Million) 


1971-72 


Interim  Forecast 
1972-73  1973-74 


Cash  Requirements  1,018  823  901 

Capital  Investment  1,316  1,215  1,311 


Source:  Ontario  Treasury. 
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billion,  $657  million  represents  budgetary  expenditures  ($426 
million  in  transportation) . 

Thus,  despite  large  cash  requirements  in  recent  years, 
the  Province's  investment  in  physical  assets  has  substantially 
exceeded  its  net  cash  requirements.  And,  after  accounting  for 
the  cost  of  expansionary  fiscal  policies,  the  difference  is 
even  more  marked.  Although  no  earmarking  of  funds  is  made  by 
the  Government,  this  excess  of  capital  expenditures  over  cash 
requirements  ensures  an  appropriate  tax-borrowing  balance  in 
terms  of  meeting  present  and  future  priorities. 

On  the  financing  side,  non-public  borrowing  is  the  lar¬ 
gest  source  of  funds.  Since  the  inception  of  the  Canada 
Pension  Plan  in  1965,  non-public  borrowing  has  increased  rapidly. 


TABLE  10 

NON-PUBLIC  BORROWING 
1966-67  to  1973-74 

($  million) 


1966-67 

1973-74 

Canada  Pension  Plan 

333 

595 

Teacher's  Superannuation 

Fund 

41 

167 

Municipal  Employees' 

Retirement  Fund 

20 

106 

Other 

32 

47 

Total 

426 

915 

Source:  Ontario  Treasury. 


. 


/ 


' 


14 


In  addition,  the  flow  of  funds  from  the  Teacher's  Superannu¬ 
ation  and  Municipal  Employees'  Retirement  Funds  has  increased 
substantially . 

Net  public  borrowing  for  the  Province's  own  account  did 
not  reach  $60  million  in  any  year  from  1963-64  to  1970-71,  and 
in  most  cases  was  substantially  below  this  figure.  In  fact, 
in  three  of  the  eight  years  net  debt  was  actually  reduced. 

By  contrast,  over  the  1971-72  to  1972-73  period,  the 
Government  entered  the  Treasury  Bill  market  to  the  tune  of  $260 
million  and  made  net  public  debenture  issues  of  around  $300 
million.  Two  factors  account  for  this  fundamental  change.  First, 
as  discussed  previously,  the  Government  placed  a  high  priority 
on  expansionary  policies  to  restore  high  growth  and  employment 
in  the  economy.  Second,  the  Government  attempted  to  reduce  the 
financing  burden  by  making  use  of  the  short-term  market. 

The  Government's  philosophy  with  respect  to  utilization 
of  the  public  bond  market  is  simple:  the  Government  will  mini¬ 
mize  its  use  of  the  bond  market  to  make  room  for  Ontario  Hydro 
and  the  municipalities  except  when  economic  conditions  dictate 
otherwise.  This  has  been  amply  demonstrated  over  the  past 


decade. 
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